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ECONOMIC INDICATORS! 


Income § Production 
(In millions of L.E.) 


FY FY 
1980/81 1981/1982 


es Expected Targeted 
GNP (Market prices) 13,213 16,384 19,209.8 21,881.4 


GDP (Market prices) 12,409 . 15884 *:38.373.3. .22,031.4 
GDP (factor cost) 11,938 15,639 15,808.3 17,943.4 
GDP Per Capita 303 376 421 469 
Population (Millions) 41. 42. 43.6 44.8 
Labor force is, ids 14.2 ie. 7 


Balance of Payments 
(In millions of U.S. dollars) 


1979 1980 


1979 1980 


Exports 


Petroleum § Petroleum Products 
Cotton 


Imports 


2 


2,510 
(1,350) 
(350) 


6,670 


3,850 
(2,500) 
(330) 


7,570 


(from the United States) (1,430) (1,900) 
Trade Balance -4,160 -3,720 


Services Receipts 4,080 5,260 
Tourism (600) (780) 
Suez Canal (590) (660) 
Workers Remittances (2,210) (2,700) 
Investment Income (310) (440) 


Services Payments and Transfers 1,620 2,320 
Investment Income (430). (600) 


Current Account Balance -1,720 -680 


For converting items from L.F. into $, the unified rate 
of exchange (L.E. 1 = $1.43) is used for all transactions. 


Exclusive of transactions of foreign oil companies. 
Sales of bunker fuels and other services are included 
under services receipts. 
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Money § Prices 
(In aYTITons of L.E.) 
1979 1980 May 1, 1981 


Money Supply 5,332 7,238 7,681 


Bank Credit to the Public Sector (gross) 10,008 12,122.4 12,062 
of which public sector deposits (3,026) (4,176) (4,074) 


Bank Credit to the Private Sector 1,012 1,746.5 2,189 
and Cooperatives 


Net Foreign Assets -2,016 -1,489 -1,392 


Price Indices” (percent change during 
period) 


Wholesale 17.1 19.5 
Retail 9.8 18,7 


Public Finances“ 


(In millions of L.E.) 


Current Budget FY 80/81 FY 81/82 
Revenue: 5,924 7,887 
Current Expenditure 5,707 7,145 
Current Surplus/Deficit 218 742 


Capital Liabilities Budget 


Capital Liabilities 1,095 1,416 
Foreign Financing 298 341 
Capital Resources 94 255 
Surplus/Deficit -703 -820 


Investment Budget 


Investments 3,200 3,700 
Financing 2,982 3,428 
Surplus/Deficit -218 -272 


Overall Surplus/Deficit -703 -350 


The price indices represent the official GOE market basket 
which is heavily weighted with subsidized items. Thus, infla- 
tionary pressures are stronger than reflected here. 
Note that the GOE changes its budget presentation format for 1981/82. 
Figures shown are based on budget proposal. GOE states that budget 
is balanced, thus obviating deficit financing in 1981/82. 

(Sources: Central Bank of Egypt, IMF, IBRD) 





SUMMARY 


Egypt entered 1981 with a continuation of the strong economic 
growth achieved since the late 1970's. The real growth in 
the Gross Domestic Product (GDP) in 1980 is estimated at 8-9 
percent and prospects for similar rates of growth over the 
next few years remain favorable. Economic growth in 1980 

was led by the petroleum sector - which is now approaching 

25 percent of GDP. 


Egyptian Government economic priorities in 1981 have focused 
on consolidating the policies initiated in May 1980 when 
President Sadat reorganized the cabinet and assumed the role 
of Prime Minister. The near-term objective has been raising 
the standard of living of low-income groups through higher 
wages, controlling prices, and continuing the subsidization 
of basic commodities. The Government also remains committed 
to providing sufficient investment resources to tackle the 
longer term development goals in the Five-Year Plan 
(1980-84). 


The balance of payments turned in a record performance in 
1980. While the gap between exports and imports remained 
large ($3.7 billion in 1980), it was nearly offset by gains 


in the services account, with the resulting current account 
deficit for 1980 about $600 million. This was the smallest 
deficit since the 1973 war. Total foreign exchange earnings 
from exports of goods and services, according to Central 
Bank data, reached $9.1 billion, up from $6.6 billion in 
1979. Major foreign exchange earners included petroleum 

and products ($2.5 billion); workers remittances ($2.7 
billion); tourism ($780 million); and the Suez Canal ($660 
million). Egypt's foreign payments position continued strong 
into early 1981, although the softening in the world oil 
market may contribute to a weakening of the 1981 current 
account balance compared to the previous year. 


The capital account showed considerable strength in 1980. 
Gross inflows of foreign official aid reached some $1.4 
billion and utilization of bank facilities brought in 
another $800 million. Foreign private (direct) investment 
(including 0il) for 1980 is estimated in the neighborhood 
of $1.1 billion with perhaps two-thirds provided by the oil 
sector. Overall, the basic balance was in considerable 
surplus -- about $1 billion -- allowing for an increase in 
official foreign exchange reserves of slightly more than 
$500 million. 


On the domestic side, the Egyptian economy continues to 
face serious cost-price distortions that have unfavorable 
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long-term implications for the economy. These distortions 
reflect the difficult adjustment process of moving from a 
controlled price economy to an economy more responsive to 
price signals. This transition is difficult, in part, 
because Egypt has not been accustomed to inflation and a 
strong public preference exists to hold prices, particularly 
of food and other basic commodities, at current levels 
rather than permit upward adjustments in line with global 
inflationary price trends. The price issues, as well as the 
increasing openness of the economy and the significant 
economic changes that have taken place during recent years, 
make economic management much more difficult. Policymakers 
face a very different environment than they did only a few 
years ago. 


The Government's budget deficit remains large, although it 
has been declining as a result of higher receipts from the 
petroleum sector and the Suez Canal. The overall fiscal 
deficit is expected to decline from an equivalent of about 
20 percent of GDP in 1979 to below 15 percent in the GOE 
FY 1980-81 (7/1 - 6/30). The Egyptian Government is pro- 
jecting a budget surplus on current expenditures and reve- 
nues on its 1981-82 budget and is confident that this will 
enable it to finance capital and investment expenditures 
without recourse to domestic borrowing. In FY'82, the 
Government for the first time will require People's Assembly 
approval to borrow in the domestic market. 


An important part of government spending is the continuation 
of government subsidization of basic commodities (wheat, 
flour, sugar, rice, tea, edible oil and butane gas). Direct 
sovernment subsidies -- designed principally to provide 
ample supplies of essential commodities *tto lower income 
groups -- are budgeted to cost the Government LE 2.0 billion 
($2.9 billion) in 1981-82. Three-fourths of this spending 
is for basic supply commodities. This is equivalent to 1l 
percent of projected GDP. Should import prices or volumes 
increase over projected levels, the subsidy bill will run 
correspondingly higher. In addition to explicit budget 
subsidies, hidden subsidies also exist such as the sale of 
petroleum products at far below world market prices. The 
Government hopes in 1981 to enact legislation aimed at 
broadening the domestic resource base and putting the public 
economic sector on a more economical basis. 


The Egyptian Government remains committed to the basic 
principles of the Open Door Policy. While the public sector 
retains its dominant role in economic activity, foreign 

and private participation in Egyptian economic development 
are expected to become increasingly important in achieving 
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overall planning goals. Current investment priorities 

include agriculture and food security; housing, utilities 

and building materials; and transportation and communications. 
Total investment under the current Five-Year Plan (1980/81 - 
1984/85) is expected to reach nearly L.E. 22 billion, with 
the public sector accounting for about L.E. 18 billion and 
the private sector about L.E. 4 billion. 


The United States continues to play a major role in Egypt's 
development in both official and private channels. American 
economic assistance to Egypt has been averaging roughly $1 
billion on a commitment basis per year over the last six years. 
In 1980, the United States continued its role as Egypt's 
largest trading partner, supplying about one-fifth of its 
imports and receiving about 12 percent of its exports. In 
addition to economic assistance, the U.S. is providing sub- 
stantial long-term financing of Egyptian defense requirements. 


U.S. companies have also responded to Egypt's efforts to 
attract foreign investment under Law 43. Egypt's large 
internal market of 43 million people provides an important 
incentive to mvstors, but bureaucratic obstacles caused by 
divergent private and public sector development priorities 
have caused delays that have discouraged some investors. 
U.S. firms have been essential to petroleum exploration and 
production in Egypt since the mid-1960's. Out of 36 new 
concession agreements signed in 1980, U.S. firms were in- 
volved in 15. 


CURRENT SITUATION 


The Egyptian economy in the first half of 1981 experienced 

an easing of the heavy domestic consumer price inflation 

that characterized much of 1980. The current account balance 
in 1981 is likely to deteriorate from the 1980 performance. 
Petroleum earnings are lower than expected because of re- 
duced prices and lower production and import commitments 
cannot be reduced correspondingly. Prospects nevertheless 
remain favorable for a continuation of annual increases in 
real GDP ranging from 8-10 percent, accompanied by high 
levels of investment, equivalent to about a quarter of GDP. 
The rapid growth in recent years, however, has been pri- 
marily in sectors of the economy with relatively weak 
linkages to agriculture and industry where the bulk of the 
labor force is employed. Egypt continues to face the 
challenge and the opportunity to channel resources productively 
into these sectors and lay the foundation for future growth. 
As other countries with oil price windfalls have experienced, 
however, the process of digesting increased foreign earnings 
is not always easy. 
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On domestic issues, the Egyptian Government seems to be 
achieving some success in improving the standard of living 

for those with fixed incomes. Price freezes introduced in 
mid-1980 on a range of items produced by public sector com- 
panies, together with the addition of meat products to the 
list of fixed price items late in 1980, have had a substantial 
impact in slowing the overall rate of inflation in the closing 
months of 1980. Egyptian Government consumer price data in- 
dicate that prices rose approximately 20 percent for the year. 
Because the market basket used is heavily weighted with sub- 
sidized food commodities, this has the effect of limiting 
increases in the index, but probably makes the index a 
reasonably accurate reflection of price trends faced by a 
large segment of Egypt's urban population. However, for 
middle and upper income Egyptians, and foreigners, the in- 
flation rate is significantly higher because of proportionately 
higher expenditures on uncontrolled items. 


In his recent May Day speech, President Sadat reiterated that 
one of his Government's most essential priorities is to reduce 
the economic burdens of low income groups. To accomplish 
this, the President announced government pay increases and 
cancellation of the "military tax" on government allowances 
effective July 1. The increases in government salaries 

range from 20 percent for the highest officials to 59 percent 


for those at the bottom of the pay scale. President Sadat 
cautioned workers to be alert to price increases and added 
that his cabinet and the governors would protect consumers 
from price manipulators. These themes were repeated by 

Deputy Prime Minister Abdel Razzak Abdel Meguid in his presen- 
tation of the 1981-82 budget. In particular, the Deputy 

Prime Minister stressed projected expenditures of L.E. 2.1 
billion for wages -- a 38 percent increase over the previous 
year's projected budget -- and L.E. 2 billion for subsidies -- 
an increase of 28 percent over the projected level of spending 
a year earlier. Recent public statements have emphasized 
government efforts to supply sufficient resources for invest- 
ment, with special emphasis on agriculture and housing. 
Financial reform and modernization of the public sector are 
also being stressed. 


On the external side, Egypt finished 1980 with the smallest 
current account deficit since the 1973 war. The current 
account deficit shrunk to $600 million compared to $1.5 
billion the previous year. Foreign exchange reserves rose 

by year's end to over $1 billion -- equivalent to one and 
one-half months of imports -- with private holdings of foreign 
currency estimated at perhaps four to six times that 

amount. 
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Also of note is the boom in banking that occurred throughout 
1980 and continues in 1981. By the end of 1980, the number 
of banks had risen to 55, while the number of foreign repre- 
sentative offices rose to 38. In addition to the growth in 
the number of private sector banks (seven new ones were added 
in 1980), the Egyptian Government initiated plans for four 
new financial institutions that are expected to play a major 
role in Egypt's development: the National Investment Bank 

(a fund through which official investment expenditures will 
pass rather than through the budget), the National Bank for 
Development (a Law 43 bank created to help finance develop- 
ment projects in the governorates), the Egyptian International 
Bank (to be a window for Egypt on international money markets) 
and a National Export-Import Bank. 


Economic and commercial relations with Israel continued to 
grow during the first several months of 1981, but this process 
will be affected by progress in completing the Camp David 
process. The visit to Egypt of Israeli Minister of Agri- 
culture Sharon, exchanges of parliamentary delegations, and 
the summit between President Sadat and Prime Minister Begin 
in June provided impetus to the budding economic relation- 
ship. The level of trade between the two countries remains 
large, although it is dominated by Egyptian oil sales to 
Israel. Oil sales in 1981 could exceed $500 million, perhaps 
by a wide margin, depending on oil prices and the extent to 
which Israel is permitted to purchase more than 40,000 b/d. 
These sales make Israel one of Egypt's major trading partners. 
In late 1980, a transit point at El Arish was opened to land 
cargo, although, apart from oil, the volume of Egyptian- 
Israeli trade remains small. Direct air service between the 
two countries is conducted by carriers from both countries. 
While the flow of Israeli tourists to Egypt continues to 

grow, there are still virtually no Egyptian tourists going to 
Israel. 


ENERGY SECTOR 


The growth of the Egyptian petroleum sector became particularly 
noticeable in 1980 following the sharp world oil price in- 
creases of 1979. While the oil sector accounted for less 

than 5 percent of GDP in 1974, its share of GDP rose to 22 
percent in 1980. Production averaged 595,000 b/d in 1980 

and topped 700,000 b/d late in the year. Egyptian oil 
production in the first quarter of 1981 averaged about 615,000 
b/d, but then picked up to about 650,000 b/d in April before 
sliding back in May, June and July under the pressure of the 
current surplus in global oil supplies. Two-thirds of Egypt's 
export earnings now come from petroleum sales. While the 
current softness in the world oil market may limit Egyptian 
oil earnings in the near term, promising oil finds in 1980 
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Signal continued growth in oil production and earnings in 
the years ahead. The unprecedented level of oil exploration 
in the Gulf of Suez has stimulated optimistic predictions of 
further oil discoveries. 


The expansion of the Egyptian petroleum sector is reflected 
in recent moves to expand natural gas exploration, production, 
and distribution$ plans to build new oil refineries which 
will increase refining capacity in the new few years by 8 
million tons annually; and new contracts to launch Egypt's 
move into petro-chemicals. Construction work on a polyvinyl 
chloride (PVC) plant in Alexandria is expected to begin soon 
using technology licenses from B. F. Goodrich. The capacity 
of the plant is expected to be 80,000 metric tons per year. 
The growth of domestic energy consumption has prompted steps 
toward increasing natural gas production and boosting re- 
fining capacity. Egypt's proven gas reserves, now estimated 
at near 5.5 trillion cubic feet, are expected to increase by 
as much as five times in the next ten years as exploration 
by foreign firms picks up. Egyptian officials have already 
begun work on converting power plants from oil to natural 
gas in an effort to free crude oil for export. 


Egyptian energy officials believe it will be necessary to 
more than treble power output in the next twenty years to 
meet domestic demand. In an effort to facilitate bilateral 
nuclear cooperation, the People's Assembly in February 1981 
ratified the nuclear Non-Proliferation Treaty (NPT). The 
Egyptian Government has prepared and approved an ambitious 
nuclear power development program envisioning the construction 
of 8 to 10 nuclear power plants with total capacity of about 
9600 MW. Bilateral nuclear cooperation agreements with France 
and the U.S. have already been signed and a declaration of 
intent to negotiate an agreement was signed with the Federal 
Republic of Germany in July. The contract for the design of 
two 900 MW reactors is expected to be awarded before the 

end of 1981. 


BALANCE OF PAYMENTS 


The Egyptian balance of payments showed strong improvement 

in 1980. While the gap between imports and exports narrowed 
slightly from $4.2 billion in 1979 to $3.7 billion in 1980, 
record receipts in the services account just about offset the 
amount of the trade deficit. The deficit on the current 
account for 1980 was therefore only $600 million. Net 
capital inflows not only offset this sum but also enabled 
Egypt to double its official foreign exchange reserves 
(excluding gold) from $529 million at the end of 1979 to 
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over $1 billion by the second quarter of 1980. Reserves 
remained at this level through the end of 1980. Preliminary 
indications, however, are that the current account deficit 

will increase significantly in 1981. On the trade account 

in 1980, receipts from commodity exports reached $3.85 billion, 
with petroleum accounting for two-thirds. At an average export 
price of about $32 per barrel, exports of oil products gener- 
ated $2.5 billion in foreign exchange receipts (according to 
Central Bank data). Additional sales of petroleum products 
(bunkers and jet fuel) provided additional foreign exchange, 
bringing total petroleum sector earnings to $3 billion. 
Egyptian top grade crude oil hit its highest price level 

ever - $40.50 per barrel -- in the first quarter of 1981, 

but prices subsequently have declined to $33 per barrel as 

of July 1, 1981. Net foreign exchange receipts from the 
petroleum sector in the current 1980-81 fiscal year are pro- 
jected at over $3 billion. 


The second largest earner of foreign exchange receipts on the 
trade account is cotton -- which earned $330 million in 

1980 based on a 1979-80 production level of 9.67 million 
metric kantars (1 kantar = 50 kilograms of lint cotton), and 
exports of 3.2 million kantars. The 1980/81 cotton crop is 
expected to reach 10.61 million kantars, with the value 

of cotton exports (which will be reflected in the 1981 balance 
of payments) expected to exceed $500 million. 


Receipts from services in 1980 totalled $5.3 billion, nearly 
30 percent higher than in 1979. Half of these receipts came 
from remittances from Egypt's expatriate workers - either in 
the form of cash transfers to banks which are converted from 
foreign currencies into pounds or in the form of "own exchange" 
imports financed by balances held in foreign currencies. Re- 
corded remittances (a significant share is believed to go 
unrecorded) grew by 22 percent in 1980 and are likely to rise 
by at least 20 percent in 1981 as wages rise in oil rich Arab 
states and the number of Egyptian workers abroad continues 

to increase. Receipts from tourism reached $780 million in 
1980 according to the Central Bank. Total tourist nights for 
1980 were up 20 percent from 1979 and in the first quarter 
of 1981 were up 40 percent over the same period a year 
earlier. The current expansion of hotel space should con- 
tribute to further growth in the coming year. Suez Canal 
earnings rose to $665 million in 1980. Completion of the 
first phase of deepening and widening the Canal late in 
1980, coinciding with fare increases, should push Canal 
-revenues in 1981 to between $1 billion and $1.2 billion. 


Notwithstanding the gains in earnings described above, there 
are several causes for concern in Egypt's current account. The 
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first is the rapid growth in imports, roughly 35 percent of 
which is food and other consumables. The high rate of 
population growth (currently estimated at 3 percent), 
rising incomes, and low prices on subsidized food items have 
resulted in significant increases in consumption unmatched 
by increased domestic production. As a result of both 
volume and price increases, the Ministry of Supply import 
bill (one-fourth of total imports in 1979) rose by 55 percent 
in 1980 over 1979 to nearly $3 billion. This amounted to 
almost 40 percent of total imports in 1980 compared to 30 
percent a year earlier. 


A second concern is that exports of industrial products have 
been declining in real terms since 1975, despite government 
policies aimed at increased industrialization. While in part 
this decline reflects increased demand in Egypt, it also 
suggests insufficient incentives to export. Domestic pro- 
duction consists largely of consumer items (textiles, food, 
beverages and cigarettes), which have generally been marketed 
domestically. While the lack of export success has not had 
any significant short-term impact on the balance of payments 
(because of adequate foreign exchange availabilities from 
other sources), it has had serious consequences for domestic 
employment. The rapid increase in the labor force (300,000 - 
400,000 per year) cannot continue to be absorbed by government 
agencies and public sector companies, nor can the agricultural 
sector be expected to provide major new employment opportuni- 
ties, given limited availability of new arable land. Many 
observers believe that Egypt's longer term development pros- 
pects depend heavily on Egypt's ability to become a manu- 
factured goods exporter. 


A final concern is the soft oil market. Egypt reduced prices 
three times in the second quarter of 1981. Gulf of Suez 
blend currently sells for $33 per barrel versus $40.50 in 

the first quarter. Oil production has also been curtailed. 
Should the oil market continue to soften over the next twelve 
months, Egyptian oil export earnings will fall short of the 
$3.8 billion projected in the 1981-82 foreign exchange budget. 


As°noted above, the capital account of the balance of payments 
has shown considerable improvement. Debt service payments 

in 1980, estimated at $1.5 billion, accounted for no more 

than 16 percent of the earnings on goods and services (down 
from over 30 percent in the mid-1970's). Debt service payments 
in the next few years are expected to remain at about the 

same level owing to a more balanced debt maturity structure 
stemming from higher utilization of official -- and largely 
concessional -- aid. 





care 


Inflows of non-monetary capital (multilateral and bilateral 
assistance, suppliers credits and direct investment, in- 
cluding the oil sector) are estimated at roughly $2.5 
billion in 1980. Of this total, roughly $1.4 billion came 
from foreign assistance. These inflows more than offset the 
small current account deficit and enabled Egypt to realize 

a considerable balance of payment surplus. 


ECONOMIC REFORMS 


The Egyptian economy continues to face a number of serious 
economic problems, most of which pre-date the opening up 

of the economy and the revitalizing growth of recent years. 
Egypt's economic development problems and policy challenges, 
as well as the significant progress of recent years, were 

the focus of a meeting of Egypt's top economic policymakers, 
including President Sadat, and aid donors held in January 

1981 at Aswan. Under the Chairpersonship of Deputy Prime 
Minister Abdel Razzak Abdel Meguid, this meeting reached a 
general consensus on the major short- and long-term economic 
problems facing Egypt. These policy challenges include 

public sector reform, cost-price distortions (particularly 
energy prices), subsidy costs, equity concerns, strengthening 
the private investment climate, domestic resource mobilization, 
and the problems associated with a steadily rising population. 
The meeting produced general agreement on the future direction 
of Egyptian economic reform efforts. 


The serious cost price distortions that the Egyptian economy 
faces are worsening as prices controlled by long-standing 
regulations become further divorced from international prices. 
These price distortions send incorrect price signals to con- 
sumers and investors and have serious long-term implications 
for the economy. Perhaps the most difficult adjustment Egypt 
faces is the transition from a slow growing, controlled price 
economy of the 1960's that operated in a relatively stable 
international economic environment to a dynamic, growing 
economy that operates in today's more volatile international 
economic arena. The price adjustment issue is further com- 
plicated by the Egyptian public's expectations of government 
protection against inflation through controlled prices of 
basic goods as well as tangible consumer gains from peace 
with Israel. 


Egypt has continued to experience difficulty in domestic 
resource mobilization. The structure of public finances is 
such that expenditures (i.e., those in Egyptian pounds) tend 
to be very price elastic (and thus rise with inflation) while 
domestic revenues are not, and the result has been an ever- 
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widening budget deficit. As a percentage of GDP, the deficit 
exceeded 20 percent in both 1978 and 1979, although it began 
to drop in 1980-81 because of ahigher level of foreign receipts. 
For the fiscal year beginning on July 1, the GOE has divided 
its budget into two components, including a current expendi- 
tures budget and an investment budget. The GOE projects a 

742 million surplus in the FY 82 current budget and expresses 
confidence in its ability to finance the investment budget 
without recourse to domestic borrowing. At the heart of the 
budgét issue, and the chief drain on budgetary resources, is 
growing government subsidization of the seven basic commodi- 
ties: wheat flour, corn, sugar, rice,edible oil, tea and 
butane gas. The selling prices of most of these items have 
remained fixed for years while import costs have risen 
sharply. In the 1981-82 fiscal year, subsidies are projected 
to cost the Government L.E. 2 oillion ($2.9 billion), equiva- 
lent to about 11 percent of projected GDP. Actual subsidy 
spending could exceed these projected levels by a considerable 
amount depending on price and consumption trends. The Govern- 
ment recognizes the current and long-term economic cost of the 
subsidies, but believes it has reached a necessary balance 
between the costs of subsidies and popular expectations. 


Similar cost-price distortions are evident throughout the 
public sector. A governmental policy of administrative de- 
control -- specifically with respect to pricing -- was halted 
in mid-1980 when Egyptian officials decided that prices on 
previously price-controlled items (other than the seven 

basic commodities) were increasing too rapidly and contri- 
buting to an acceleration of inflation. This greater emphasis 
on control has been continued into 1981 as part of the Govern- 
ment's effort to keep the lid on prices. 


Major legislative proposals are currently being considered in 
two areas designed to improve the Government's fiscal outlook. 
First, a new comprehensive tax law will expand the tax base 
and make the overall system more responsive to increases in 
nominal income. Second, a new law would reorganize the public 
sector so as to separate management from ownership and allow 
greater flexibility in decision-making on wages and prices 
within each production unit. While the desired approval of 
both laws by the People's Assembly before the end of July did 
not occur, both pieces of legislation will be taken up again. 


Raising interest rates paid on Egyptian pound savings has been 

one element in Egyptian Government efforts to control infla- 

tion and encourage the shift away from consumption toward 
investment. In 1980, the Government raised the interest rates 
payable on dollar savings (which are passed on nearly in full 

to depositors because of the absence of a reserve requirement). 
Despite these moves, Eurocurrency interest rates on dollar savings 
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have remained well above domestic Egyptian interest rates 

in recent months. Banks are currently paying between 16 and 

19 percent on dollar deposits, but only between 8 and 10 
percent on deposits of Egyptian pounds. Thus, the incentive 

to switch from pounds to dollars via the free market remains 
strong. Differentials between dollar and pound interest 

rates are important because they affect the "own exchange" or 
free market exchange rate. In this market, the dollar/pound 
rate floats and the pound is offered at a considerable discount 
compared to the unified (official) exchange rate. In the first 
half of 1981,the free market exchange rate averaged about 

USS1 = L.E. 0.85 (eighty-five piasters per dollar) compared 
with the unified exchange rate of US$1 = L.E. 0.70. 


The Ministry of Economy has announced changes in the own 
exchange system, effective August 1981, designed to decrease 
demand for dollars and strengthen the Egyptian pound. At that 
time the deposit that an importer must make when he opens his 
letter of credit will be payable in Egyptian pounds, instead 
of hard currency as had been the case. Also proposed is 
setting a new adjustable rate for the L.E., close to the free 
market rate, at which all transactions by commercial banks 
will be made. Ministry of Supply imports, petroleum, and 
Suez Canal earnings will remain calculated at the present 

$1 = L.E. 0.70. The Ministry hopes to capture a much larger 
share of hard currency remittances and tourism expenditures 
for the official banking system. 


In the energy field, Egyptian officals realize the importance 
of coupling energy production plans with reform measures 

to conserve energy and cut energy consumption growth through 
movement toward world pricing of electricity and petroleum 
products. Earlier this year, a decree was issued stipulating 
a five-year transition period during which energy prices for 
Law 43 firms will move to parity with world prices. In 
addition, a number of proposals to raise product prices and 
electricity rates for residential and industrial consumers 
are currently being debated within the Government. Energy 
price reform is considered by government officials to be one 
of the key elements in Egypt's economic reform program for 
the eighties. 


INVESTMENT 


Central to Egyptian Government efforts to mobilize investment 
resources has been the Open Door Policy -- which was first 
announced by President Sadat following the October 1973 war. 
The Open Door represented an attempt to exploit the new oppor- 
tunities existing in the international economic environment. 
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The change represented a decision at the highest level of 
the Egyptian Government that Egypt's "old" economic policies 
were not benefitting the Egyptian people. The policy's 
basis principles include: (1) decentralization of decision- 
making in the public ecmomic sector; (2) reinvigorating 
Egypt's private sector by removing government constraints to 
enterprise; and (3) attracting foreign private capital. 


The public sector still accounts for the dominant share of 
investment activity in Egypt, providing about three-quarters 
of investment. Current investment priorities for the public 
sector are contained within the Five-Year Plan (1980-84) and 
include: (1) agriculture and food security; (2) housing and 
utilities; and (3) transportation and communication. These 
priorities marked a notable shift away from industry -- 
which had been emphasized in earlier plans. Total public 
sector investment under the plan is expected to be about 
L.E. 18 billion. 


Private investment has been facilitated by the growing 
availability of private savings from remittances and the 
"own exchange" import system - the system introduced in 

1974 under which privately earned or held foreign exchange 
can be used to finance goods for importation into Egypt. 
Under this system, imports of raw materials, intermediate 
and capital goods (i.e., investment inputs) by the Egyptian 
private sector have risen from L.E. 90 million in 1976 to 
L.E. 1.070 billion in 1980. Changes have been proposed, 
however, for the own exchange import system, rescheduled for 
August 1981. In conjunction with the changes designed to 
close tie gap between the official and free market rates for 
the dollar (discussed in the economic reforms section), an 
import licensing system has been announced that is designed 
to regulate demand for hard currency and reduce imports of 
"luxury'' goods. While initially envisioned as a means to 
stabilize the own exchange market, the new system could also 
be used to restrict imports of raw materials and intermediate 
imports when they compete with locally produced goods. 


Law 43 of 1974, and subsequent amendments to it, remain central 
to government efforts to attract foreign participation in 

Egypt's development. Foreign investors have been encouraged 

to form joint ventures with public sector entities or private 
local investors. Benefits to Law 43 investors include guarantees 
against nationalization, exemption from public sector laws, 
exemption from certain customs duties, guaranteed repatriation 

of capital and earnings, and exemption from taxes for five to 
eight years. In 1980, inflows of foreign private (non-oil) capital 
are believed to have reached $400 million, uv from $100 million 
only three vears apo, 
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IMPLICATIONS FOR U.S. BUSINESS 


Sales prospects for U.S. companies remain favorable in light 
of Egypt's improved balance of payments position and the 
continued heavy flow of American economic assistance. The 
United States is Egypt's largest trading partner, supplying 
about one-fifth of its imports and receiving about one-ninth 
of its exports. In 1980, Egyptian imports from the U.S. 
reached an estimated $1.9 billion (about half of which were 
financed under various USAID programs), up from $1.4 billion 
in 1979. Leading imports included foodstuffs (especially 
wheat, vegetable oil, and flour), machinery and transport 
equipment. Egyptian exports to the U.S. in 1980 reached 
$458 million up from $318 million in 1979, consisting pri- 
marily of petroleum and petroleum products. 


As indicated above, lack of foreign exchange is not now a 
significant constraint on imports. In June 1980, however, 
the government took steps to regulate the use of privately 
held foreign exchange. Decree 15 set import deposit re- 
quirements (as high as 100 percent for some consumer goods) 
for the private sector for the opening of letters of credit. 
Inaddition, under Law 119, importers are limited to set 
profit margins on the resale of imported goods. Goods are 
imported with hard currency purchased at the free market 


rate but the government computes the selling price in pounds 
at the lower official market rate, thus forcing the importer 
to absorb the difference in the two exchange rates within 
the confines of allowable profit margins. 


Sales prospects for American firms will remain strong for 
agricultural products and agri-business equipment, construction 
equipment and building materials, electrical power and distri- 
bution equipment, transportation equipment, consumer durables, 
communications equipment, computers, and data processing equip- 
ment. The 1980-84 Five-Year Plan calls for 20 percent of 
public sector investment to be made in agriculture and food 
security, specifically land reclamation, irrigation, and the 
food and fertilizer industries. It is estimated that private 
sector investment in the agricultural sector will reach $1.1 
billion during the five-year period. 


Construction will also receive major attention as the Govern- 
ment attempts to relieve Egypt's chronic housing shortage with 
low- to mediumcost housing projects and new cities in desert 
areas, near existing cities. The 1980-84 Plan puts public 
sector investment in housing, utilities, building materials, 
reconstruction, and new cities at $5.4 billion. An addi- 
tional $2.9 billion of private investment is expected in this 
sector. Opportunities for private investment in the 
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flourishing tourism sector appear to be growing. Minister 
of Tourism and Civil Aviation, Gamal El Nazer, recently 
announced that he would like to get the Government out of 
the hotel business and turn the ownership of new hotels 
over to the private sector. Government resources would be 
used to finance basic infrastructure in touristic areas and 
to train hotel staff. An exception would be made for new 
hotels in areas which are not yet commercially attractive. 
Public sector investment in electricity is planned to exceed 
$2.1 billion in order to meet demand growing at a rate of 
10 percent a year. 


Many American firms will benefit from U. S. economic assis- 
tance programs to Egypt. The fiscal 1981 budget obligates 

an additional $850 million in USAID funds plus $275 million 
in agricultural assistance (PL-480 Titles I and III). Of 

the $850 million in USAID funds, approximately $300 million 
is ear-marked for imports of raw materials, spare parts, 
consumables and capital equipment under the commodity import 
program. USAID programs cover a wide range of sectors, 
including power generation and distribution, telecommunications, 
grain storage, industrial development and expansion, munici- 
pal water and sewerage projects, housing, agriculture, health 
and family planning. There are also several projects designed 
to promote Egypt's private sector. Since the announcement of 
the Open Door policy and the implementation of Law 43, a large 
number of U.S. companies have shown an interest in investing 
in Egypt. Those desiring a foothold for export into the rest 
of the Arab world have been disappointed by the weakening of 
relations between Egypt and most of its Arab neighbors that 
resulted from the peace process. Many firms, however, find 
Egypt's large internal market of 43 million people, coupled 
with the ready availability of foreign exchange and pre- 
dictions for continuing growth, sufficiently attractive to 
support investments now. Many are also optimistic that 
opportunities to expand into the rest of the area will occur 
in the not too distant future. 


U.S. investments can currently be found in pharmaceuticals, 
financial institutions, textiles, aluminum extrusion, oil 
valves, and consumer nondurables. One firm is already engaged 
in automotive assembly and two more are planning investments 
in truck assembly operations. While several large-scale in- 
vestments are planned with the assistance of USAID financing, 
most investments have ranged from $2 to $20 million. The 
exception is U.S. participation in petroleum exploration and 
production. Approximately 75 percent of Egyptian oil is pro- 
duced by companies utilizing American capital and expertise. 
Petroleum sector investments are not governed by Law 43, but 
rather by concession agreements reached with the Egyptian 





General Petroleum Company. In 1980, out of 36 concession 
agreements signed, approximately 15 involved U.S. firms. 
Also, concession agreements typically require relinquishing 
of unexplored portions of the exploration area during the 
period of the agreement. These areas are continually being 
picked up, often by smaller exploration companies. 


Apart from the petroleum sector, both Egyptians and Americans 
are disappointed that U.S. investment has not been greater. 
Part of the problem is caused by the fact that most U.S. 

firms are unacquainted with business methods in the Middle 
East and are either not flexible enough or not interested 
enough in the opportunities in Egypt to take risks here 
instead of in other more familiar markets. European firms, 
which tend to be more experienced in dealing in Egypt, fare 
better as a group. 


Other U.S. firms, which are determined to enter this growing 
and profitable market, are discouraged by bureaucratic 
hurdles that must be overcome before getting established. 
While it was hoped that the reorganization of the Govern- 
ment in May 1980 would lead to greater coordination among 
government ministries, improvement has been slow in coming. 

A certain ambiguity continues to exist between Egypt's 
announced support of an Open Door policy designed to liber- 
alize its economic system and its commitment to protecting 
public sector firms, which are heavily subsidized and con- 
trolled by the Government. Impediments to inflows of foreign 
capital will likely be reduced if plans succeed to liberalize 
the current laws and regulations governing public companies 
in order to make them more competitive with Law 43 firms. 


Another recent development has been that, as the Egyptian 
private sector continues to grow and gain confidence, there 
is a small but growing trend to explore foreign licensing 
and technology transfer arrangements in lieu of joint owner- 
ship. This trend reflects the availability of capital for 
profitable ventures from Egyptian entrepreneurs and private 
Arab investors. Nevertheless, plenty of opportunities still 
exist for U.S. equity investment. U.S. firms should be 
prepared to consider minority participation if called for 
and should seek ways to maximize Egyptian input in the 
investment. Firms seeking licensing arrangements should be 
prepared to compete with European companies which are better 
known and, in some cases, offer lower prices or superior 
financing. This is at least partially offset by the excellent 
reputation U.S. firms enjoy for technical superiority. 
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You might be, if you don’t have current, up-to-date in- 

ARE formation on the countries to which you are marketing. 
Overseas Business Reports and Foreign Economic 

YOU Trends and their Implications for the United States 
offer country-by-country reports with the information 


EXPORTING you need to succeed in overseas business. 7 
BLINDFOLDED? {csnoteiieen ons 


trade and investment conditions and opportunities. 
They'll bring you the latest marketing information on 
countries offering good potential as sales outlets for 


U.S. goods. You'll find information on: 


@ trade patterns @ transportation 

@ industry trends @ trade regulatiuns 

@ distribution channels © market prospects for 

@ natural resources selected U.S. products 

@ population @ finances and the 
economy 


The OBR World Trade Outlook Series gives you a 
twice-a-year analysis of U.S. export prospects to all 
major trading companies. 


Foreign Economic Trends and their 
Implications for the United States 


focus closely on current economic developments and 
trends in 130 countries. This series is essential for 
analyzing new elements and trends to help you plan 
and evaluate your commercial or investment programs 
overseas. Each report: 


@ is prepared on the scene by U.S. Foreign Service 
and Foreign Commercial Service experts 

@ pinpoints the economic and financial conditions of 
the country, and how they could affect U.S. 
overseas business 

@ describes the principal influence of current condi- 
tions and future trends on the economy 


Use the order form below to start your subscription to 
both series today. 
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